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TO SECSTATE WASHDC 6023 
INEO AMEMBASSY GUATEMALA 
AMEMBASSY MANAGUA 
AMEMBASSY SAN JOSE 
AMEMBASSY TEGUCIGALPA 

CONEIDENTIAL SAN SALVADOR 2912 

E.O. 11652-GDS 
TAGS: EEIN, ES 

SUBJECT: SALVADORAN EOREIGN EXCHANGE RESERVES/POSSIBLE 
DEVALUATION 

REF: SAN SALVADOR 2905 

GUATEMALA ALSO EOR ROCAP 

1. LATE JULY 20 EMBOFE HAD OPPORTUNITY TO DISCUSS FOREIGN 
EXCHANGE SITUATION AND RUMORED DEVALUATION (DISCUSSED 
IN REETEL) WITH BCR PRESIDENT SUAREZ. HE CONFIRMED A SIGNIEICANT 
RUN ON RESERVES IN JUNE AND JULY BUT DOGMATICALLY SQUELCHED 
ANY POSSIBILITY OP A DEVALUATION. HE SAID HE HAD JUST ARRANGED 
SHORT-TERM EOREIGN BORROWINGS OF $27 MILLION THAT WOULD BE EFPEC- 
TIVE JULY 22, BUT HE SAW NO REASON TO EVER TOUCH THOSE PUNDS. 

HE SAID THAT DESPITE THE $15 MILLION LOAN PROM THE CHICAGO BANK 
RECEIVED IN JUNE RESERVES AT THE MOMENT WERE AT 140 MILLION 
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SINCE, AS HE PUT IT, "THE IMPORT AND EXPORT CURVES WERE REVERSED 
THIS YEAR, WITH HIGHEST IMPORTS IN THE EARLY MONTHS DUE TO 
CONTINUED PRICE/SUPPLY HEDGING ON RAW MATERIALS AND NORMAL EARLY- 
YEAR COFEEE AND COTTON EXPORTS DEFERRED DUE TO SHIPPING AND 
COTTON CONTRACT PROBLEMS". HE RELIEVED THAT WITH INCREASED COFFEE 
SHIPMENTS AND RESOLUTION OF THE COTTON CONTRACT PROBLEM AN UN- 
SEASONAL INCREASE IN RESERVES WOULD OCCUR SOON. HE ALSO SAID 
ADDITIONAL RESERVE-PROTECTING MEASURES COULD BE EXPECTED SOON. A 
PROPOSED INCREASE IN INTEREST RATES SHOULD ALSO CURB 
IMPORTS. 

2. EMBASSY SEES A LOT OF MERIT IN SUREZ'S VIEW AND INTERPRETS 
HIS ACTION AS ONE CONSISTENT WITH THE TRADITIONAL CONSERVATIVE 
POSITION OF THE BCR IN MAINTAINING AS CLOSE TO TWO MONTHS' IMPORT 
COVERAGE AS POSSIBLE. ONE SOURCE OF THE LATEST SHORT TERM FINANCING 
IS THE MANUFACTURERS HANOVER TRUST, WHICH ARRANGED A LOAN OF $15 
MILLION FOR 180 DAYS AT 1 PERCENT OVER LONDON JULY 19 (WORKS OUT 
TO ABOUT 15 PERCENT). WE CONTINUE TO BELIEVE THAT A DEVALUATION 
FOR REASONS OF FOREIGN RESERVES IS NOT JUSTIFIED AND THAT A DEVAL- 
UATION FOR ANY REASON IS NOT TO BE EXPECTED IN THE NEAR FUTURE. 
CAMPBELL 
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